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As background for consideration of longer-term policy issues, 

including the choice of money ranges, the bluebook provided some 

5-year paths for the economy under a variety of assumptions about 

monetary policy actions and about the characteristics of the economy. 

I'd like to highlight a few aspects of these results related impor- 

tantly to one question addressed by Mike--that is, where the economy 

is relative to its potential. 

In contrast to bluebooks over recent years, the alternative 

policy scenarios included only a tighter alternative to a baseline 

embodying the greenbook forecast and a judgmental extension'. These 

are shown in the chart distributed this morning. The greenbooklbase- 

line just holds the line on inflation, and we assumed a high level of 

intolerance by the FOMC to allowing inflation to strengthen appreci- 

ably from its recent pace. If the staff is right in its assessment of 

the Committee's objectives and the economy's potential. there is no 

acceptable easier scenario, since any decline in unemployment would 

bring about accelerating prices. 

After yesterday's discussion, I did rescue an easier scenario 

from the electronic trash bin to look at the effects of holding the 

funds rates unchanged through 1995. The results are also plotted in 

the chart. Owing to the sluggish adjustment of long-term to short- 

term interest rates and of spending to long-term rates, differences in 

output and inflation are only beginning to be perceptible at the end 

of 1995. But an inflationary process is underway. The effects of low 

real interest rates on demand are felt even more strongly in 1996, 

pushing the unemployment rate further below its natural rate. causing 
























